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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S.$ million Exchange rate as of June 30, 1980 


and represent period averages one dollar equals 1,857 Argentine 
unless otherwise indicated pesos 


IT EM % Change 
1978/79 es 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1/ 63,200 103,000 
GDP at Constant 1960 Prices 22,300 24,200 
Per capita GDP, Current Dollars 1/ 2,400 3,850 
Gross Fixed Invest. (1960 Prices) 5,464 6,186 
Total Consumption Expend.(1960 Prices) 14,980 16,600 
Industrial Production Index (1960=100) 201.9 224.1 
Population (thousands) 26,393 26,729 
Labor Force (thousands) 10,224 10,337 
Avg. Unemployment Rate (April)(Z) 3.9 (May) Zed 


125,700 
24.800 
4,640 
6,600 
17,330 
228.6 
27,064 
10,424 
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RP WroOnh UO 


MONEY AND PRICES 


Money Supply(M,)(Dec.)(Billion pesos)2/ 5,634 13,829 : 24,900 
Interest Rate, Commercial Banks (May)3/ 189.7 179.6 EEASD 
Indices: (Annual averages) 
Wholesale Prices (1960=100) 271,418 676,636 1,116,000 
Retail Prices (1974=100) 11,196 29,054 ; 55,200 


BALANCE OF PAYMENTS AND TRADE 


Gold. &For.Exch.Reserves (Dec. 31) 6,037 10,480 73% 
External Public Debt 4/ 4,656 6,300 35: 
Balance of Payments +3,220 +4,379 24. 
Balance of Trade +2 ,565 +1,131 -53. 
Exports, Total (FOB) 6,399 7,811 18. 
Exports to U.S. 537 578 Te 

U.S. Share (2%) 8.4 7.4 - 
Imports, Total (CIF) 3,834 6,680 74. 
Imports from U.S. 704 1,500 3. 

U.S. Share (%) 18.4 22:5 - 


Main imports from the U.S. during first eight months of 1979: Commodity, 

Quantity (in million pounds), and Value (in million dollars): Aircraft 0.4/119.5; 
Organic chemicals 128.2/60.0; Civil engineer & contractors equip. 13.4/40.53; Syn. 
Resins, Rubber & Plastic materials 94.6/39.2; Electrical machinery & apparatus 27.2/ 
34.2; ADP mach. & aux. equip. 0.2/29.2; Coal bituminous 1.1/28.5; Internal combustion 
piston engines & parts 4.8/25.7. 


P/ Projected. 


1/ Im addition to real growth and inflation, figures reflect appreciation of the 
peso in real terms in relation to the dollar. 

2/ Gurrency in hands of the public and demand deposits. 

3/ Transferable 30-day CD's on loans (effective annual rate). 

4/ Capital only, disbursed over 180 days maturity. 


SOURCES: Ministry of Economy, National Institute of Statistics and Census, and 
Central Bank, all in Buenos Aires; and U.S. Bureau of the Census, Wash. 





ARGENTINA 


SUMMARY 


At mid-year the Argentine economy is sluggish, some sectors expanding but most 
experiencing low levels of activity. At the same time, inflation continues to 
grow, now running at about 100 percent annually. Expansive sectors are auto- 
mobiles, public construction, and energy. Textiles, chemicals, iron and steel, 
and paper are characterized by capacity utilization levels lower than a year 
ago. Unemployment, nevertheless, continues to be very low.- 


The current phase illustrates in part the exceptional sensitivity of the Argen- 
tine economy to interest rates. Their decline in the year's first quarter was 
accompanied by a slight renewal of growth, the Gross Domestic Product increas- 
ing at an annual rate of 3.6 percent over the year before. But when interest 
rates were pushed up again in May by the Central Bank to stem a large drain on 
its reserves, consumer demand waned, leading to a sharp accumulation in inven- 
tories and a fall in investment. The continued appreciation of the peso in real 
terms against foreign currencies meant that producers' costs rose faster than 
the prices they could charge in foreign markets, thus squeezing their profit 
margins and depressing exports and domestic sales of products subject to import 
competition. 


The run on bank deposits in April and May, triggered by the closing of a large 
bank, has been stemmed and calm has returned to the financial market. Foreign 
borrowing has been renewed, Central Bank reserves are rising again, and interest 
rates are again declining. To lower manufacturing costs and thus ease the 

strain on profit margins the Government announced recently a group of measures 
which will redistribute the tax burden and remove substantial social charges now 
paid by employers; but at the same time it made clear its intention not to under- 
take a significant devaluation of the peso. The current crawling-peg devalua- 
tion, under which the dollar-peso exchange rate for each month has been announced 
in advance up to March of 1981, is continuing. 


Output is expected to rise modestly during the next few months, responding to 

lower interest rates and the relief granted to manufacturers. Grain and oilseed 
output, hard-hit by drought last January, should recover to the levels of two 

years ago with normal weather conditions. Gross Domestic Product is expected to in- 
crease during the year by a modest 2 to 3 percent. The outlook on inflation is 
encouraging; the rise in consumer prices is expected to range between 4 and 5 
percent a month during the balance of the year. Perhaps even more significant, 

the speculative psychology that had its roots in the extreme inflation of earlier 
years seems to have been broken. 


For the United States, the Argentine Government's policy of opening the economy 
to imports and foreign investment, now in effect, reaffirmed by the steps recently 
taken, continues to offer attractive opportunities for sales of a wide range of 
machinery and equipment, aircraft and consumer goods. 





A. Current Economic Situation and Trends 


Output Sluggish as Costs, Interest Rates Rise 


Low growth or none has characterized most industrial sectors of the economy 
during the first half of 1980. While Gross Domestic Product (GDP) grew at 

an annual rate of 3.6 percent in the first quarter from last year's first 
quarter, the expansion was mostly in the services sector, notably energy, and 
in the automotive industry. Average capacity utilization as measured in 

July was 71 percent, and in some cases well below it, in the paper and pulp, 
industrial chemicals and basic metals sectors; textiles have been in a de- 
pressed phase throughout the period. Interest rates, pushed up by the Central 
Bank in May to help stem a heavy drain on its reserves, further braked the 
economy. (They have since fallen again, as discussed in a subsequent section.) 
GDP was virtually unchanged in the second quarter. The automotive sector re- 
mains dynamic, however, despite the lowering of duties on imported vehicles. 
For the first six months of 1980, the industry's output was up nearly 19 per- 
cent from the same period of last year. Output of electric energy rose by 

11 percent over the first half of 1979. In contrast, output of crude steel 
was down 10 percent, that of rolled products down 12 percent. 


Rising domestic costs and high interest squeezed profit margins against the 
effective ceiling imposed by the rate of exchange and import competition. As 
a result, bankruptcies, in terms of net liabilities of the companies involved, 
were up by 65 percent during the first seven months of the year from the same 
period of 1979. 


A severe drought in January, followed by rains of unprecedented volume in 

April and May, significantly reduced agricultural output. Total grain and oil- 
seed production for 1980 is estimated at 24.8 million metric tons, or more than 
20 percent below the previous season's outturn. Consequently, total grain and 
Oilseed exports this year are forecast at 11 million tons or 35 percent below 
the previous season's volume. Beef exports are also expected to be down 
sharply, owing to an exchange rate policy which devalues the peso more slowly 
than the rate of inflation; other contributing factors are the tight financial 
situation of export slaughter and packing plants, reduced international demand 
due to high worldwide inflation and reduced purchasing power, and increased com- 
petition from countries of the European Community. As a result, beef exports 
in 1980 are forecast at 450,000 tons -- nearly 40 percent below last year's ex- 
port volume of 740,000 tons. 


Argentina's 1981 grain and. oilseed crops are expected to recover significantly 
from this year's drought-reduced harvest. The projected increase in output is 
based on an expected recovery in yields, assuming more normal weather conditions. 
Recent grain sales agreements with the Soviet Union, the People's Republic of 
China, Mexico and Iraq are expected to provide an additional incentive to encour- 
age production of grain for export. 


Fixed investment has expanded very slowly this year, hampered by high interest 
rates. Its growth was only 4.2 percent (annualized) in the first quarter, and 
was concentrated primarily in public construction projects. Private construc- 
tion actually declined in the first quarter, although construction permits during 
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the first half of the year exceeded those in the same period of 1979, in terms 
of surfaces to be covered, by 9 percent. Slow expansion of fixed investment 

was accompanied by a sharp increase in inventory in the first part of the year, 
reflecting declining consumer demand. Generally speaking, the public sector 
neutralized declining tendencies in private construction. Investment in pro- 
duction equipment, such as machinery, indicates that to some extent domestic 
sources of supply are being replaced by foreign ones -- an indication of where 
the bite of import competition is being felt. Despite these adverse tendencies, 
reported unemployment has remained remarkably low, now standing at around 2 per- 
cent of the labor force. This suggests to some observers that there may be a 
substantial degree of hidden unemployment or underemployment. 


Inflation Slowing 


While price levels have been coming down slowly, the fact that the long-term 
trend continues persistently downward is an indication that the Government's 
strategy for beating inflation is working. The Consumer Price Index (CPI) rose 
by 42 percent in the first half of 1980, while its wholesale counterpart in- 
creased just over 32 percent. In the month of July, the CPI rose only 4.6 per- 
cent, the wholesale index by 2.9 percent. If this trend holds, the increase in 
consumer prices for 1980 should be somewhat under 100 percent -- still very high 
but a big improvement over previous years. 


At the same time, exchange rate policy continues to cause a constant apprecia- 
tion of the peso in real terms against the dollar. During the first half of 
1980 the Argentine currency was devalued by just over 15 percent according to 

a pre-announced schedule while, as already seen, consumer prices rose by 42 per- 
cent. One of the effects is that domestic costs rise faster than international 
prices; the aim is to compel domestic producers of internationally traded goods 
to lower costs and make their production more efficient, or be priced out of 
world markets. Producers for the domestic market may also be priced out of it 
by imported products as import duties are lowered. One drawback of the policy 
is that much of the upward pressure on domestic prices comes from sectors -- 
notably the services sector -- that are not subject to import competition. 


Public sector expenditures are another source of inflationary pressure. While 
the central government's 1980 budget projected a deficit of only 3 percent of 
GDP, the actual deficit is likely to exceed this proportion. Central Bank ad- 
vances to the Treasury to make up for temporary lags in revenues, and to enable 
prompt payment of current debts to suppliers and contractors, have reached un- 
precedented levels in recent months. 


Calm Returns to Banking System 


In the second quarter of the year the banking system suffered a convulsion of 
Major proportions, which has since been brought under control. It began when 
the Central Bank closed, and announced its intention to liquidate the second 
largest private bank in Argentina, one long known to have been in shaky condi- 
tion. That bank's loan portfolio was said to contain a high proportion of 
doubtful or uncollectible loans. Allegations of mismanagement led to a severe 
run on the deposits of three other prominent banks, all of which had lent 
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heavily to companies, some of them in financial trouble, controlled by the 
same interests that controlled the banks. The three banks were placed under 
Central Bank supervision but continue to operate. In the meantime, fueled 
by public anxiety, the run on deposits spread to other banks. 


To prevent a general bank failure, with all its consequences for the economy 
at large, the Central Bank provided a safety net in the form of a special 
discount facility to enable deposit-losing banks to retain adequate liquidity. 
In all, the peso equivalent of US$2.5 billion was drawn against this facility. 
The excess liquidity thereby created was absorbed by issues of Treasury bills. 
The coverage of deposit guarantees was extended to bolster public confidence 
in the system. By the end of June, repayments of drawings from the special 
facility were exceeding new drawings, and it appeared that calm had been re- 
stored to the financial market. Depositors of the bank in liquidation were 
being paid in full. 


The immediate effects of these events were; first, a redistribution of deposits 
into government, foreign, and the older and richer Argentine banks (although 
total deposits did not decline but increased slightly) and, second, consider- 
able purchases of foreign exchange by Argentines as a scare reaction. This led 
to a drain on Central Bank reserves of foreign exchange. (See following sec- 
tion.) For the longer term, certain effects could be benign. There will be 
tighter supervision by the Central Bank, which is now drawing up regulations 
to this effect. There may also be a contraction in the number of financial 
institutions (now totalling well over 400) through mergers, which could mean 
greater efficiency. The depositing public is likely to pay more attention to 
the soundness of a bank's management and somewhat less to its size and the 
interest it pays on deposits. 


Perhaps most important, the speculative psychology that had its roots in the 
extreme inflation of the mid-seventies may have been broken. That psychology, 
manifest in the management of certain banks, found its expression in the 
accumulation of masses of short-term liabilities for the acquisition of physi- 
cal assets which would pay for themselves only over the longer term. 


Despite the apparent calm in the banking system, it is not yet certain that the 
effects of the crisis have completely worked themselves out. Recently the 
liquidation of two finance houses was announced, without explanation. There 
has also been an increase in recourse to the special discount facility. 


Government Adjusts and Reaffirms Policy 


During April and May the Central Bank suffered a heavy drain on its foreign 
exchange reserves, totalling in all an estimated $1 billion for the two months. 
A combination of factors was at work: deterioration in the current account of 
the balance of payments owing primarily to the continued rise in imports while 
exports remained unchanged; the banking crisis that led some Argentines to buy 
foreign exchange; and, in the opinion of many observers, uncertainty about the 
future course of economic policy, especially the exchange rate. 


To stem the outflow, the Central Bank began to push up interest rates through 
its sales of Treasury bills. The aim was to widen the gap between the cost of 
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borrowing at home and that of borrowing abroad, thus encouraging an inflow 

of foreign currency. At the end of May, this differential was about .8 per- 
cent a month. By the beginning of July, owing to Central Bank operations, it 
had widened to over 3 percent a month. The increased cost of local borrowing 
had a depressive effect on an already sluggish economy. Widespread complaints 
were heard about the impact of high interest rates, import competition, and 
the exchange rate on profit margins. Many businessmen, especially in the ex- 
porting sectors, demanded a devaluation. 


The Minister of Economy, Dr. Martinez de Hoz, responded by announcing in the 
first part of July, a complex of measures which amounted to a reaffirmation 
of the policy. Among the adjustments he announced were the extension of the 
Value Added Tax (VAT) to a wide range of goods and services not now covered 
by it, and its increase from 16 to 20 percent; the elimination of a score or 
more of miscellaneous levies and contributions; the elimination of certain 
social welfare contributions heretofore paid by employers, and amounting to 

20 percent of payrolls (they are to be paid out of VAT revenues); the cessa- 
tion of the $500 import duty exemption for tourists; and, on the financial side, 
the discontinuance of the minimum one-year maturity for foreign loans. At the 
same time Minister Martinez de Hoz reaffirmed the Government's refusal to de- 
value the peso. The market took him at his word, since in the days following 
his speech the dollar sold off heavily. 


The effects of these measures, when they are implemented, will be to lower pro- 
duction costs and ease pressures on profit margins. The elimination of the 
miscellaneous levies will cut out much bureaucratic paperwork, and the extension 
of the VAT will simplify the administration of the tax structure. It is reported 
but not confirmed that the income tax for certain classes of individual taxpayers 
will also be abolished. Discontinuance of the minimum one-year maturity on 
borrowing abroad did away with the factor of uncertainty which had prevented 
many Argentine firms from renewing their foreign borrowing. With a new adminis- 
tration taking office next March, and perhaps a different economic policy in 
force, prospective borrowers were unwilling to commit themselves to a loan that 
might have to be repaid a year later at an unknown exchange rate. The action 
had a positive effect. In the week following the Minister's announcement, over 
$700 million in new foreign loans flowed into the country. Most of it, however, 
was short-term, maturing in 60 to 90 days. Interest rates responded to the re- 
sulting injection of liquidity by falling rapidly. By the end of July they had 
declined by nearly one percentage point a month’ from their peak at the beginning 
of the month, but were still higher than the low of last April. 


The infusion of liquidity, however, in a market already awash with it has not 
been absorbed by the Central Bank's weekly Treasury bill offerings. The mone- 
tary base grew by 8 percent in the month of July alone. The changes in the tax 
system are expected to increase the budget deficit. This, and the huge advances 
by the Central Bank to the Treasury, will complicate the task of inflation con- 
trol. 


Renewed Growth Seen 


The cost-lowering effects of the measures recently announced will take effect 
only toward the end of the current year. Aided by lower interest rates and 
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renewed foreign borrowing, they should bring about a modest renewal of in- 
vestment and a slight rise in output in the industrial sector. The outlook 
in the agricultural sector, as already seen, is for recovery to levels of two 
years ago in grain and oilseed production, assuming normal weather. GDP can 
be expected to rise during the year by 2 to 3 percent, at most, over 1979. 
The probability is for the lower figure. 


Inflation, as measured by the Consumer Price Index, should range between 

4 and 5 percent a month on average for the balance of the year, depending on 
the success of the Government in managing the budgetary deficit. In all proba- 
bility the deficit will not be below 4 percent of GDP. The extension of the 
Value Added Tax -- the date for its implementation has not yet been set -- is 
also expected to bring pressure on the Consumer Price Index and cause at least 
a temporary surge in inflation. 


In the balance of payments, the current account -- in deficit by over $500 
million in the first quarter -- is expected to continue its deterioration. 

The deficit.is expected to reach, and perhaps to exceed, $2 billion during the 
year as a whole, mainly due to a levelling off of exports at about $8 billion, 
while imports should increase to around the same figure and payments for 
interest on foreign loans, tourist expenditures and other services continue 

to rise. A consequent loss of Central Bank reserves can be avoided only by 
maintaining an inflow of borrowed capital from abroad; and this in turn can 

be accomplished only through financial incentives, such as keeping domestic 
interest rates at levels that tend to discourage investment. The repayment of 
close to $1 billion in foreign loans maturing in September and October may again 
bring higher interest rates. Central Bank reserves are still high, however -- 
not much below the record level attained at the beginning of this year -- so 
that the country could afford a considerable loss of reserves, if need be, and 
still be able to meet its international obligations with ease. Argentina's 
international credit standing remains high. 


During the remaining life of the present military administration, there is not 
likely to be any change in economic policy. A new President will be designated 
by the ruling military Junta in September, to take office next March. No deval- 
uation of the peso, beyond the limits already laid out, is to be expected be- 
tween now and next March. The present policy of encouraging imports by import 
duty reduction, and of encouraging foreign investment through tax incentives, 
can be depended on to continue. 


B. Implications for the United States 


Despite the mid-year lull and the expected drop in GDP growth for the full year 
1980, Argentina still represents an excellent and growing market for U.S. goods 
and services. Although the rate of increase in 1980 may not keep pace with 
last year's U.S. export performance, when Argentina was the fastest growing 
U.S. market in the world, the U.S. trade surplus with Argentina could exceed 

$2 billion. In 1979, sales rose 132 percent from the previous year's $842 
million to $1.9 billion, and data so far available on shipments this year indi- 
cate that 1980 exports could reach $3 billion. Argentine sales to the U.S. are 
not likely to reach $1 billion. The U.S. share of the Argentine import market 
will very probably match or exceed last year's 25 percent plus, and the U.S. 
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will retain its position as the country's number one trading partner, with 
total two-way trade of $3.5 to $4 billion. 


Argentina's strong foreign exchange reserve position, the excellent credit 
rating enjoyed by Argentina with foreign commercial banks and international 
financial institutions, the Government's policy of liberalizing import re- 
strictions and encouraging capital investment and the modernization of pro- 
duction facilities, and minimal foreign exchange controls all combine to re- 
inforce the solid appeal of this reinvigorated market. 


The only sector not likely to experience significant increase in 1980 is that 
of Visit-USA travel and consumer purchases by Argentines travelling in the U.S., 
because of the August 1 abolition of the $500 duty exemption for tourists. 

Often liberally interpreted, the allowance prior to August 1 permitted imports 
of up to thousands of dollars per family of electronic equipment and other con- 
sumer goods available overseas at prices much below those in Argentina. This 
change could cause the loss by the U.S. of millions of dollars in invisible ex- 
ports, as fewer Argentines visit the U.S., and those who do buy less. 


The following industry/product sectors will offer especially good opportunities 

to U.S. firms for sales of machinery, equipment, technology, and services: 
electric power generation and transmission; communications; petroleum explora- 
tion and extraction; mining and construction; aviation and avionics; computers 

and peripherals; machine tools and metalworking equipment; health care; materials 
handling; plastics, rubber and chemicals; and pumps, valves and compressors. 
Numerous major projects in the Government and private sectors involving billions 
of dollars in investments in coming years, especially in the field of power gener- 
ation, communications, and mining, will be of particular interest to U.S. firms. 


The wide range of U.S. Government trade promotion events being organized for the 
coming year include trade missions to Argentina (some combined with technical 
seminars) promoting automotive parts and accessories (December 1980), metalwork- 
ing equipment (April 1981), telecommunications equipment (May 1981), petroleum 
exploration equipment (June 1981), and audio-visual equipment (June 1981). The 
Feria de la Industria Norteamericana (U.S. Industry Trade Fair) to be held in 
September 1981 in Buenos Aires will offer an excellent setting for U.S. firms in 
all branches of capital and consumer goods to launch or expand marketing activi- 
ties in Argentina. For detailed information on export opportunities, major pro- 
jects, the climate for foreign investment in Argentina, and coming trade promo- 
tional events, consult the Country Marketing Manager for Argentina, ITA/ED/OCM, 
Room 4039, U.S. Department of Commerce, Washington, D.C. 20230, Telephone: 
(202) 377-5427. 
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